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SUBJECT: US-HONG KONG BILATERAL AGREEMENT 

1 . WE HAVE BEEN TOLD BY HONG KONG TRADE, INDUSTRY AND 
CUSTOMS DEPARTMENT (TICD) OFFICIALS OF THE EXISTENCE OF 

A SIDE LETTER TO THE JULY MEMORANDUM OF UNDERSTANDING ON 
TEXTILES WHICH AFFORDS THE U.S. THE RIGHT TO REOPEN NEGOTIA- 
TIONS IN LIGHT OF THE TERMS OF THE HK-EEC AGREEMENT ON 
TEXTILES. ACCORDING TO TICD, U.S. HAS INFORMALLY NOTIFIED 
HK GENEVA REPRESENTATIVE, PETER TSAO, THAT WE INTEND TO 
EXERCISE THAT RIGHT AND THAT MIKE SMITH ACCOMPANIED BY 
OTHER MEMBERS OF A U.S. TEXTILE NEGOTIATING TEAM PLANS TO 
BE IN HONG KONG FOR THAT PURPOSE ON JANUARY 16. 

2. CONGEN WOULD APPRECIATE TEXT OF REPORTED SIDE 
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LETTER AND CONFIRMATION OF U.S. PLANS TO SEND 
NEGOTIATING TEAM HERE JANUARY 16. WE ALSO WOULD 
APPRECIATE KNOWING OUR INTENDED AGENDA IN THE 
EVENT CONSULTATIONS ARE INDEEN PLANNED. 

3. TICD OFFICIALS UNDERSTOOD THAT U.S. HAD ASKED 
FOR CONSULTATIONS ON EA ITEMS (E.G., CATEGORY 120) 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


IN US-HK AGREEMENT AND TO DISCUSS "EQUITY PROBLEMS'" 

IN NEW HK-EEC AGREEMENT. TICD PRESUMES THESE 
PROBLEMS WILL INCLUDE: (A) FLEXIBILITY PROVISIONS; 

(B) ’"TRIGGER MECHANISM" FOR ASSIGNING SPECIFIC LIM- 
ITS TO CATEGORIES NOW IN BASKET; (C) CUTBACKS 
ON SPECIFIC SNESITIVE CATEGORIES. CONCERNING DATE 
FOR CONSULTATIONS, HK CHIEF NEGOTIATOR MILLS WOULD 
PREFER MEETING U.S. TEAM EITHER ON JANUARY 30 OR 
FEBRUARY 13, IN ORDER TO AVOID SCHEDULE CONFLICTS 
AND THE LUNAR NEW YEAR INTERRUPTION. BUT MILLS SAID 
THAT, ONCE HE HAD RECEIVED AN OFFICIAL USG REQUEST 
FOR CONSULTATIONS, HE WOULD MEET U.S. TEAM AT THEIR 
CONVENIENCE. 

4. IN CONSIDERING THE QUESTION OF REVISING US-HK 
AGREEMENT, ADDRESSEES SHOULD BE AWARE THAT WILE 
HKG OFFICIALS PRIVATELY AND, MORE RECENTLY, PUBLICLY 
EXPRESS RELATIVE SATISFACTION WITH THEIR NEW EEC BILATERAL, 

THE LOCAL PRESS AND PUBLIC PERCEIVE IT AS A BLOW TO 

HONG KONG'S ECONOMY AND AS A SIGN THAT THE THREATENING WAVE OF 
FOREIGN PROTECTIONSIM IS BEGINNING TO CRASH DOWN 
ON THE VULNERABLE COLONY. IN THESE CIRCUMSTANCES, 

WEBELIEVE THAT ANY ATTEMPT NOW TO MODIFY 
SIGNIFICANTLY THE EXISTING US-HK AGREEMENT WOULD 
CAUSE PROFOUND PSYCHOLOGICAL SHOCK HERE AND SUB- 
JECT US TO STRONG CRITICISM FOR TAKING ADVANTAGE OF 
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HK'S PLIGHT. WE ACCORDINGLY BELIEVE IT PREFERABLE 
THAT ANY CONSULTATIONS BE POSTPONED AT LEAST UNTIL 
MID- 1978 AT WHICH TIME WE SHOULD BE ABLE TO HAVE 
A BETTER APPRECIATION OF THE EFFECT OF THE U.S. 

AND EEC BILATERALS ON HK'S ECONOMY AND WHEN HOPE- 
FULLY HK'S FEARS FOR ITS TEXTILE INDUSTRYWILL HAVE 
SUBSIDED. 

5. IF WE DO, HOWEVER, OPEN CONSULTATIONS IN HK 

NEXT MONTH, TICD OFFICIALS HAVE ASKED THAT WE COORDINATE 
WITH THEM TIMING AND SUBSTANCE OF ANY PUBLIC ANNOUNCEMENT. 

WE WOULD WELCOME DEPARTMENT'S GUIDANCE ON THE 
CONTENT AND TIMING OF ANY PUBLIC ANNOUNCEMENT OF THESE 
MEETINGS. 

SHOESMITH 
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